We investigate the association between capital-market competitiveness and the quality of investment decisions that delegated money managers make. We use commercial property as a natural laboratory, in that this industry contains funds that are traded in segmented capital markets of different competitiveness, but whose managers all choose from the same investment opportunity set. We find that the submarkets most bought by REIT managers outperform the least-bought (or most sold) submarkets, while for our groups of private managers this effect decreases in line with the competitiveness of their capital markets. We also distinguish between movement into submarkets in genuine anticipation of high returns, versus stock chasing, or movement into submarkets that offer availability and therefore easy entry. We find that REITs tend to move into submarkets in anticipation of high returns, while private institutions have more tendency to stock-chase, with such behavior again becoming more prevalent the less competitive the capital market.
Introduction
Free-market competition ensures that resources in an economy are allocated to their most efficient use, and in product markets this mechanism is thought to generate the best possible products. The same basic principle should, in theory, apply to delegated portfolio management: a competitive capital market should ensure that capital is allocated to the most efficient projects, and, therefore, to portfolio managers who will put it to best use. As is the case in the product market setting, in a competitive capital market, delegated portfolio managers should be appropriately incentivized by the market to make sound investment decisions. The mechanism through which this happens is often termed the 'Wall Street Walk', or investors' 'voting with their feet.'
1 For portfolio managers, the threat of losing capital, combined with the prospect of attracting new capital, should incentivize good decision making.
In practice, the effectiveness of this mechanism has been difficult to determine empirically.
In part, this is due to the difficulty of measuring the threat of losing capital or the prospect of attracting capital. Even when measuring realizations of capital flows, the focus has been on capital outflows, as these are easier to identify. Economic intuition, however, suggests that both the upside and the downside should act together as incentives. Further, also by necessity, investigations of this mechanism have so far focused on large-shareholder actionsas once again, these are easier to measure. Intuitively, however, concerted action by small shareholders should be just as important.
In this paper, we attempt to empirically assess the association between capital-market competitiveness and the quality of investment decisions made by money managers. 2 Our setting is the US Commercial Real Estate market, which acts as a natural laboratory for exploring this issue. Claims on the cash flows of managed Commercial Property Portfolios are traded in parallel, in segmented capital markets of varying competitiveness. However, the managers of all US Commercial-Property investment vehicles draw from the same investment opportunity set, in that their investment decisions consist of picking a set of sub-markets (metropolitan-area by property-type) in which to invest. 3 In this setting, we can directly observe the ex-post performance of the underlying investments, and, therefore, assess the ex-post quality of managerial decision making by managers of investment vehicles, traded in capital markets with different levels of competitiveness.
To investigate the association between capital-market competitiveness and the quality of managerial investment decisions, we investigate the performance of individual sub-groups of managers in aggregate. We do this by examining first holdings and then active trading behavior of each sub-group of managers, following a similar methodology to that of Chen, Jegadeesh and Wermers (2000) . We rank submarkets by institutional presence or trading,
i.e. what fraction of square footage in that market is held, or bought, by each group of institutional investors we examine. If submarkets with high fractional holdings or a high level of positive trading (i.e. buying) by a group of institutions generate higher returns than submarkets with low fractional holding or a high level of negative trading (i.e. selling) by that group of institutions, then that institutional class as a whole has made good capital allocation decisions and therefore created value.
Beyond its appropriateness as a laboratory for our particular study, the Real Estate 3 As Hochberg and Mühlhofer (2014) explain, evidence for this statement can be found, for example, in the annual reports and 10-K filings of REITs. As an example, consider Simon Property Group (currently the largest REIT) and its 10-K for the year 2010. Simon, in its portfolio description (p.13), characterizes its investment choices primarily by subtype and location. In its property table (pp.14-32), once again the primary attributes for the firm's investment properties are size and location (CBSA). The discussion of the company's development pipeline (starting p. 81) also characterizes investment choices exclusively by city. Similarly, Camden, a large apartment REIT, lists on page 6 of its 2010 annual report, some highlights of its portfolio. In this listing, investment choices are only defined by city and state (i.e. CBSA). Property type is superfluous, as Camden only invests in apartment complexes. Starting page 10 of its 10-K filing for the same year, in the "Property Table" , all investment choices are characterized primarily by size and location.
Market represents a significant sum of capital, in particular actively managed capital held in portfolios by investment managers. Portfolio managers of Commingled Real Estate Funds that report to the National Council of Real Estate Investment Fiduciaries (NCREIF) currently manage a property portfolio valued in excess of $247 billion, and the total market capitalization of Real Estate Investment Trusts (REITs) is over $389 billion. Several billion dollars per year are expended by these portfolio managers in pursuit of underpriced properties. Presumably, these managers are expected to yield returns in excess of what would be earned through a passive portfolio strategy.
That said, there is significant variation in the level of competitiveness of the markets in which real estate fund managers operate. The Commercial-Property investment vehicles that are traded in the most competitive capital market are REITs. REITs are traded in US stock markets and trading them is as quick and cheap as trading any other US equity. Very importantly, REIT shares can also be short-sold. In contrast, managers of private commercial real estate funds operate in the less competitive setting of a private capital market. Of these private funds, the subgroup whose capital market is relatively most competitive consists of Open-Ended funds. These operate in a similar fashion as mutual funds, with the exception of some restrictions on redemptions. These restrictions are driven by concerns that a large amount of redemptions for a fund would mean that a large number of properties must be sold, which may be difficult due to the lack of liquidity in the commercial real estate market.
Within this set of open-ended funds, we can further distinguish between Core funds (which follow a broader market-wide strategy) and Non-Core funds which follow a more focused and opportunistic strategy. While it is relatively easy to invest in and withdraw investments from both of these fund types, this is more difficult than it is in the REIT setting.
A less competitive segment of the private fund market is the Separate Accounts category.
Separate Accounts are vehicles run by large pension funds as a separate investment portfolio for their exclusive use. These vehicles are housed with a broker, who also acts as investment advisor. While the pension-fund managers have complete power in directing the broker's actions and can change brokers if they are not satisfied, ultimately, the pension-fund managers are not the actual investors. Given that most of these vehicles are run by pension funds with a mandatory contribution (often defined-benefit programs) the ultimate investors, that is, the employees that contribute, have little to no power to re-allocate money. Furthermore, given that many of these pension funds are set up for public employees, the boards of these funds (who direct their institutional broker's actions) are often political appointees. This arguably creates a much less competitive capital market than that for Open-Ended funds, not to mention that for REITs.
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The final, and least competitive, segment of the private fund market is Closed-Ended funds. These are set up as limited partnerships or limited-liability companies (LLCs), often with a limited lifetime. After an initial fund-raising effort, in which investors deposit money in this vehicle (and obtain partnership-or LLC shares), the ability to withdraw capital is virtually non-existent, as there are no secondary markets for these shares. Furthermore, these vehicles generally have a time horizon (often between one and four years) by which the money must be invested into property; if this has not happened, the funds need to be returned to investors, often with a penalty. Due to the absolute shut-out on withdrawals during the lifetime of these vehicles, we regard these as having the least competitive capital market.
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Given this institutional landscape of funds traded in capital markets of varying competitiveness, but whose managers pick from the same investment opportunity set, we regard this market as a suitable natural laboratory to investigate the association between capital-market competitiveness and the quality of managerial decision making.
Although investors largely appear to trust the ability of portfolio managers to invest their capital, the academic literature has repeatedly questioned the ability of active managers to systematically pick underpriced investments. Beginning with Jensen (1968) , a large literature has explored the ability of mutual fund managers to systematically pick stocks and time their investments so as to generate abnormal performance and justify the fees and expenses of active money management. Despite the volume of articles in this vein, evidence on the systematic ability of mutual fund portfolio managers to generate abnormal profits has yielded results that are mixed at best, and generally has concluded that managers exhibit little to negative ability to generate abnormal returns. These findings are often ascribed to the fact that the stock market is overall generally considered to be highly informationally efficient.
In contrast to the mutual fund setting, where markets are believed to be highly efficient, real estate investment portfolios provide us with a laboratory for exploring active management utilizing an alternative asset class that is traded in a less efficient market than that for common equities, 6 and in which abnormal profits by informed investors are therefore considered to be more common. While many alternative asset classes are traded in private markets, many of these markets suffer from a lack of data availability, particularly as regards trading and returns data. The real estate market is an exception in this respect, and therefore provides an ideal laboratory for constructing a systematic view of whether and how informed institutional-level investors can generate abnormal profits through active trading.
As our goal is to compare the aggregate quality of decision-making of various groups of managers, we take an aggregate approach in our methodology. Examining the aggregate performance of property held and traded by groups of real estate portfolio managers focuses 6 In the real estate literature, many studies have documented the predictability of property markets (mainly to make a statement about their efficiency), for example Mei (1992, 1994) , Barkham and Geltner (1995) , Case and Shiller (1990) , Case and Quigley (1991) ,and especially Geltner and Mei (1995) and Mühlhofer (2012) who use technical trading strategies to illustrate that market timing profits can be made in the property market. 6 on the issue of whether the consensus opinion of the entire group of the real estate portfolio management community about a particular property class (location and type) represents superior information about the value of that property class. We expect active property trades to represent a stronger portfolio manager opinion about the value of that property class than the passive decision of holding an existing position, since the latter may be driven by non-performance related reasons such as concerns over transaction costs, capital gains taxes, or long-term strategic asset allocation. We would therefore expect any evidence of property selection ability to be more discernible by examining trades rather than holdings.
We find that the most widely held submarkets underperform the submarkets least held by institutions. This result is strongest for private entities and only exists to a very small extent for REITs. This suggests that markets which are widely held by institutions may exhibit some degree of overcrowding, with excessive demand for space raising prices and eliminating future returns. When we examine trading, on the other hand, we find that, for REITs, which act in the most competitive capital market, the most-bought submarkets outperform the least-bought (or most sold) submarkets. This result is strongest when measuring trading as well as subsequent performance over long horizons. This suggests that REITs do in fact create value through active trading and supports a hypothesis that these firms further are early movers into markets that will exhibit superior performance.
In line with our hypothesis, the trading effects observed for REITs are small to nonexistent for private entities as a whole. When we subdivide the sample of private funds by the competitiveness of their capital market, however, we find some evidence that for OpenEnded funds, the most bought decile outperforms the most sold. This effect is much weaker than for REITs, however. For Separate Accounts, we find no statistical difference between the performance of the most-bought and most-sold deciles of submarkets, and for ClosedEnded funds, we find weak evidence that the most sold market decile outperforms the most bought decile. This continuum of performance lines up with the continuum of capital-market competitiveness in the commercial real estate setting, and so we find our main hypothesis supported by this test.
We further attempt to distinguish between trades that are made for genuine value creation through reallocation decisions that are due to positive selection ability, versus trades that consist of buying into a market, simply because of availability. Institutional trading may be motivated more by stock (i.e. space) availability in certain markets, rather than by an effort or an ability to find market segments that truly outperform. Such behavior may be motivated by the necessity to invest newly-raised funds into commercial property by a certain deadline, in order to avoid withdrawal by end investors. A situation such as this could lead managers to simply choose markets which offer an easy entrance due to large amounts of stock availability rather than because they believe those markets will outperform in the future. We term this behavior (akin to empire building in Corporate Finance) stock chasing.
When we horserace stock growth and forward returns, we find that private managers buy into markets that are characterized by recent growth in underlying stock, whereas REIT managers buy into markets that are characterized by high future returns, suggesting that REIT managers are able to generate outperformance through selection ability. Subdividing the set of private managers by capital-market competitiveness once again yields the result that trading by Open-Ended funds shows a positive association with future returns and no association with stock growth, while trading by Separate Accounts shows no association with future returns and a positive association with stock growth (stock-chasing behavior). For Closed-Ended funds we find both a positive association with stock growth and a negative association with future returns. Once again, these results on the quality of managerial investment decisions line up with the degree of capital-market competitiveness for each respective group of managers. Thus, we find the hypothesis of a relationship between performance and capital market competitiveness supported.
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Our analysis is related to a number of finance and economics research literatures. Abnormal profits (or the lack thereof) for mutual funds in the stock market have been studied extensively in the literature (see e.g. Jensen (1968 Jensen ( , 1969 , Brown and Goetzmann (1995) , Gruber (1996) , Carhart (1997) , and for mutual funds of REITs (Kallberg, Liu and Trzcinka (2000) , Hartzell, Mühlhofer and Titman (2010) . Daniel, Grinblatt, Titman and Wermers (1997) , distinguish between timing and selectivity 7 ). The common theme that emerges from these studies is that true risk-adjusted abnormal profits are rare in stock portfolios held by mutual funds and when found, such profits lack persistence.
Other studies have attempted to generate a systematic view of how potential trading profits are made in alternative asset markets such as private equity or venture capital. Of note here are studies such as Cochrane (2005), Kaplan and Schoar (2005) , Ljungqvist and
Richardson (2003), as well as Gompers, Kovner, Lerner and Scharfstein (2008) . Such studies, while generating some useful inferences about these markets, suffer from problems with data availability (for example by being able to observe only venture-capital financed firms that went public, having to rely on voluntarily reported investment returns, or by being forced to use other indirect public-market related measures to infer information about the more inefficient private market). In our study, on the other hand, we make use of a complete dataset of property trades by institutional-grade REITs and private property managers covered by NCREIF, thus providing both complete trading information and eliminating selection bias.
The use of real estate transaction data thus affords us a laboratory for testing whether informed institutional investors are able to exploit market inefficiencies to generate abnormal trading profits and how the degree of value-added in this dimension differs among managers that act in different capital markets.
The remainder of the paper is organized as follows. Section 2 discusses the data used in our analysis. Section 3 presents and discusses our empirical methodology and results.
Section 4 discusses and concludes.
Data
Property transaction data for REIT portfolio managers are obtained from SNL Financial, which aggregates data from 10-K and 10-Q reports of a large sample of institutional-grade The average private institution in our sample holds 6.6 million square feet per submarket, while the average REIT holds about two thirds of this (4.6 million). Interestingly enough, despite this difference in actual square footage held, the two types of institutions hold, on average, very similar fractions of available space in a given submarket (4.0% and 4.4% respectively), which would indicate that, on average, REITs are present in smaller markets at least to a larger extent than private investors. On average, private institutions turn over (i.e. buy or sell) 469,000 square feet per quarter, while REITs turn over 363,000 square feet per quarter. For both types of institutions, this constitutes approximately seven to eight percent of their holdings in the average market.
Panel B presents statistics for the sub-groups of private managers in our sample. Of note here is that, in any particular sub-market, Separate Accounts hold, on average, the most square footage, followed by Core Open-Ended funds, then Non-Core Open-Ended funds, and lastly Closed-Ended funds. The same ranking applies to turnover, which implies that these sub-groups tend to trade similar proportions of their portfolios.
For all distributions reported here, the means are well above the medians. For trading activity, in particular, these means are close to the third quartile. This indicates that for all these measures there exists a high degree of positive skewness, with a few very large markets at the top which have a much higher degree of institutional presence as well as institutional trading activity. As with total stock available, this is consistent with evidence of the existence of Urban Giants in the Urban Economics literature, as well as with industry concepts such as Gateway Cities-cities which dominate other markets (e.g. New York City or Los Angeles)-and anecdotal evidence.
3 Empirical Analysis
Holdings and Trades
To investigate the association between capital-market competitiveness and the quality of managerial investment decisions, we investigate the performance of individual sub-groups 12 of managers in aggregate. We do this by examining first holdings and then active trading behavior of each sub-group of managers. Once again, our groups consist of REITs, OpenEnded Funds, Separate Accounts, and Closed-Ended Funds. These managers choose among the same set of potential investments, but are funded through capital markets of varying competitiveness.
To this end, in this part of the study, we adapt the methodology of Chen, Jegadeesh and
Wermers (2000) (henceforth CJW). Specifically, we assess whether the choice to allocate capital to specific submarkets and away from others by each subgroup of the institutional class generates positive value-added.
In line with CJW, we begin by classifying submarkets according to their level of fractional institutional ownership by a group of managers, as well as according to the extent to which the asset is traded by a group of institutions. We then rank submarkets based on these measures and sort into portfolios on these two dimensions. Finally, returns over various time horizons for each of these portfolios are computed and reported. If submarkets with high fractional holdings or a high level of positive trading (i.e. buying) by a group of institutions generate higher returns than submarkets with low fractional holding or a high level of negative trading (i.e. selling) by that group of institutions, then that institutional class as a whole has made good capital allocation decisions and therefore created value.
The classification according to fractional holdings is achieved through the following measure:
In this expression, Sqf Held i,t is the number of square feet of space held in submarket i in all institutional portfolios belonging to manager group g in the data at time t, while Total Stock i,t is the total square footage of stock that exists in submarket i at that time. For example, consider the sub-market of Chicago office properties. In this case, the FracHolding i,t measure indicates the proportion of Chicago office space that is held by all institutional investors in our sample combined, as a fraction of total Chicago office space available. Intuitively, if markets with high (low) FracHolding at time t, subsequently generate high (low) returns, institutional portfolio managers in aggregate have created value, by being heavily invested in rising markets and out of falling markets. The (presumably) less sophisticated set of non-institutional investors would, by implication, be pursuing the opposite strategies and thereby not generate value through active trading.
As a stronger measure of institutional interest, we follow CJW in developing a measure that shows how much a submarket is traded by institutions, defined as follows:
The measure is thus defined as a first difference between fractional holdings at two subsequent time periods. Intuitively, a positive measure here suggests an increase in the fraction of total available square footage which is held by a group of institutional investors in our sample (i.e. institutional investors buying into the market in net terms), while a negative measure suggests a decrease in this fraction (i.e. institutional investors selling out of the market in net terms). If a sub-market with a strongly positive (negative) Trades measure at time t, subsequently generates high (low) returns, then a certain group of institutional investors in aggregate will have generated value. As stated above, active trading behavior should indicate more strongly held opinions by the industry about a particular market, and so we may very well find different results by examining active trading behavior, rather than passive holdings snapshots.
Our datasets contain a list of properties traded by REITs as well as commingled Real
Estate funds (NCREIF members). For each property, the datasets list a variety of property 14 characteristics (such as size, type, and location), as well as which entity bought and sold the property and the dates for these transactions. We aggregate across trades, to determine overall exposure to a particular sub-market by a group of institutional investors in our dataset. The returns to a particular sub-market are taken from NCREIF's flagship National Property Index (NPI), which exists at various levels of aggregation by geography and property type. We conduct this procedure for REITs and NCREIF members separately, as well as, within the NCREIF universe, for each of the three types of funds, and we use index return data aggregated at the level of Core-Based Statistical Area (CBSA) interacted with property type. The example of Chicago Office property, given above, is in line with this.
Given that we have separate data for holdings by portfolio managers of each type of entity, active in respectively different capital markets, we thus examine whether all these groups of managers differ in their value-added capacity, and how this is associated with capital-market competitiveness.
To avoid drawing inferences that might be driven by the commercial property's slow transaction speed or (relatively) low volatility, we consider multiple time horizons, both for the computation of our measures, as well as for the measurement of subsequent returns. In a first run, we compute F racHolding for each submarket (i) and group (g) over just one quarter (t). Based on these measures, we sort markets into deciles by F racHolding i,g,t and then compute returns for the subsequent year (i.e. we aggregate the returns for quarters t + 1 through t + 4) for each market, and report distributional statistics for the returns to all markets that in any quarter t end up in either the bottom or top decile of F racHolding. We then also report hypothesis tests, testing whether these distributions of returns differ from each other. Having done this, we then keep the same sort, and instead report distributions and hypothesis tests for two-year forward returns (i.e. an aggregation of the returns for quarters t + 1 through t + 8), three-year forward returns (i.e. an aggregation of the returns for quarters t + 1 through t + 12) and four-year forward returns (i.e. an aggregation of the returns for quarters t + 1 through t + 16). Following this, we proceed analogously, by sorting on T rade over the previous quarter, instead of F racHolding.
Lastly, we conduct this set of tests by sorting on annualized versions of F racHolding and T rade. For the former, we use the four-quarter moving average (i.e. average F racHolding over quarters t − 3 through t), and for T rade we use the four-quarter trailing sum (i.e. the sum of T rade over quarters t − 3 through t). We conduct the same decile sort and report the same forward returns for the bottom and top decile of submarkets. As is well known, the NCREIF NPI returns data is based on appraisals when transactions are too scarce to construct the index returns. There are generally well-known problems with appraisals, in that returns based on appraisals become smoothed, understating second moments. However, the consensus in the literature is that first moments remain accurate.
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For this reason, in our primary set of results, we offer comparisons among raw returns to the top and bottom deciles. However, in order to attempt to rule out a hypothesis that returns differences between deciles are only due to their differing risk, we also examine differences The first panel of Table 2 , which presents results for all Private institutions, from a sort based on fractional holdings and distributions of one-year returns suggests that, on average, the least held decile actually has a return of 8% per year, a higher return than the most held decile, which only shows a return of 6% per year. Similar relationships can be observed for all quartiles reported, as well, with the most-held decile of markets always underperforming the least-held. The gap seems to narrow, when approaching the upper part of the distribution, with the first quartiles differing by about four percentage points, while the third quartiles differ by only about ten basis points. Both the t-test and the KS test strongly reject a hypothesis of these two sets of returns being the same, in favor of the alternative that the least-held decile outperforms the most-held. The same is true for the KS λ statistic, which strongly rejects the null that the distributions of Sharpe Ratios are the same, in favor of the alternative that the least-held decile outperforms the most-held, even on a risk-adjusted basis. The next section of the panel, which presents two-year returns for the same sort, tells a similar story: the most widely held markets significantly underperform the least widely held for this type of investor. This effect becomes stronger, in magnitude and significance, when we repeat the exercise with three-year and four-year forward returns in the bottom part of the panel.
These results directly contradict a hypothesis that private institutions create value by having especially strong concentrations in markets that will generate especially high performance. Instead, we may be observing an alternative effect here, which might be one of over-crowding. Markets that are widely held by institutions may tend to be somewhat overbought, causing excessive demand that in turn drives up prices and thus reduces returns.
If institutions were holding a portfolio that is approximately value-weighted (as dictated by finance theory), this could lead to such a result, with large markets showing these signs of overbuying.
The second panel of the table presents distributions of decile-portfolio returns when sorted by trades. Over a one-year horizon, we find that the two sets of return distributions are statistically indistinguishable from each other. This indicates that these investors do not have a strong tendency to either buy into markets that will perform very strongly, nor out of markets that will perform poorly. When examining a two-year return horizon, we find that the KS test weakly rejects the hypothesis of the two distributions being the same (at the 10% level), in favor of the negative alternative, i.e. that the most bought decile does, in fact, outperform the least-bought (or most sold). The KS λ statistic tells the same story.
We interpret this finding as weak evidence that over a longer return horizon, these investors generate some value added through their trades. The lack of rejection of the t test, however, would indicate that this is happening away from the center of the distribution, meaning that it would be somewhat infrequent. In the center of the distribution, trading behavior appears to look more like pure liquidity trading that would be associated with making trades for only portfolio rebalancing, without generating profits. The same pattern persists for three-year and four-year forward returns, and is similar in magnitude though losing its statistical significance. Table 3 presents similar results to those described for private managers for REITs, except that these are somewhat weakened. In the top two portions of the table, we still find some evidence that the most widely held markets by REITs underperform the least held markets.
However, this difference is smaller (only around one percentage point per quarter, or about half that observed for private entities). This effect is small enough, and seems to be irregular enough in the central portions of the distributions, that t-tests fail to reject a hypothesis of the means of the two distributions being the same. However, the KS tests do reject at a five-percent level, in favor of the positive alternative (which states the the top decile underperforms the bottom, in that the former's CDF lies above that of the latter). For the distributions of Sharpe Ratios, the results are weaker. For sorts based on trades, we find no difference in the returns distributions among the top and bottom deciles, which would indicate a pattern of liquidity trades only, when looking at REITs over this return horizon.
The patterns become stronger in significance for three-year and four-year ahead returns.
To allow for the slow trades and low volatility of the commercial property market, we repeat the same set of tests, using annualized versions of the F racHolding and T rade measures to conduct the submarket sort. The results for private entities for this test are reported in Table 4 . This table paints a similar picture to Conducting the same test for REITs, in Table 5 , we find a slightly different picture from at three-year return horizons, and strongly rejects at four-year return horizons, indicating that risk-adjusted returns show a similar pattern as the one described for raw returns above.
The picture that forms, thus, is that when measuring trades and performance over longer horizons, REITs seem to generate significant value through their trading activity. A hypothesis of REITs' being early movers into markets that will generate especially good performance could explain why these results are the most prominent at the longest time horizons, as in that case it would take some time for this outperformance to be visible. Private managers seem to add much less value along this dimension. implying that the most-bought deciles underperform in a statistically significant way. This panel thus presents some evidence that managers of closed-ended funds, which have the least competitive capital market, are creating the least value and may actually be destroying value. Overall, managerial performance lines up exactly in the order of capital-market competitiveness, with REIT managers performing best, followed by managers of closed-ended funds, then managers of separate accounts, and lastly managers of closed-ended funds.
In Table 7 , we repeat the analysis for the private manager (NCREIF) sample, but restrict the sample period to the time period after 1995. This matches the time period for which the REIT data is available, so as to rule out differences in the documented patterns being caused solely by differences in the sample periods for the two sets of managers. When we restrict the NCREIF sample to this period, we observe similar negative holdings-return relationships across the different lengths of forward-return periods, and no significant tradereturn relationships, as observed for private managers across the entire sample. 
Stock Chasing
We next test the hypothesis that institutional trading may be motivated more by stock availability in certain markets, rather than by an effort or an ability to find market segments that truly outperform. We term such behavior stock chasing. Investing in markets with large stocks of investible property may be motivated by the necessity to invest newly-raised funds into commercial property by a certain deadline (often the end of a tax year, or, in the case of closed-end funds a commitment period for capital deployment of typically 18 months to four years), in order to avoid having the money withdrawn again by end investors. 11 A situation such as this one could lead managers to simply choose markets which offer easy entrance due to large amounts of stock availability. This behavior would be akin to empire building in corporate finance, in that the manager is investing money in order to grow funds under management, rather than because positive-NPV investment opportunities exist.
To test this hypothesis, and differentiate it from the alternative of genuine value creation by institutional managers who are able to identify outperforming markets ex-ante, we run the following regression: trade t,t+1,i,g = α + β 1 2.yr.return t+1,t+3,i + β 2 stock.growth t−1,t,i + t,i,g
In the above notation, t is in years. This regression associates current trade by group g, in sub-market i, during the year following time t, with stock growth the year before (i.e. the change in square footage available between t − 1 and t in sub-market i), and two-year returns following the trade action. Under the hypothesis of value creation, we should find a positive relationship between trade and return, implying that managers will buy into markets that will generate high returns and sell out of markets that will generate low returns. On the other observe a positive and significant relationship between stock growth and trading activity, suggesting that private managers buy into markets that are growing in stock, rather than predicting future appreciation in the market. In other words, the evidence suggests that, overall, private managers engage in stock chasing, rather than generating superior returns for investors.
In the REIT sample, however, we observe the opposite: there is no statistically significant relationship between trades and stock availability, but there is a strong positive association between trades into a market and future returns in that market. This suggest that for REIT managers, the choice to buy into a market may be motivated by a prediction of future appreciation in that market, rather than due to growth in stock in that market. The lack of 24 dependence between stock growth and trades even implies that REIT managers will manage to find properties to buy in markets that will appreciate, even when this is hard to do. The regression models for the REIT manager sample have much greater explanatory power than the models for private managers, with a R 2 of 7.8% versus 0.1% for the private manager models. For neither group of managers, the addition of property-type fixed effects changes any of the inferences regarding relationships between stock growth, trades, and future returns. The contrast between these two panels, once again, supports our hypothesis, in that the managers that have the most competitive capital market make investment decisions that are better ex-post.
In Panel C, once again, we subdivide the sample of private managers according to the relative competitiveness of their capital markets. We begin with Open-Ended funds, which have the most competitive capital market. For completeness' sake we also show the subdivision between Core and Non-Core funds; while the capital markets for these two types of funds are similar (in that both types are open-ended), core funds tend to follow more of a strategy that yields broad market exposure, while non-core funds tend to act more opportunistically, and so one could believe ex-ante that we may see different stock-trade-return relationships. The results, however, do not show that this distinction is important. All three sub-sections for open-ended funds (Core, Non-core, and All) show that these funds actually have a strong positive relationship between trades and future returns and no statistical relationship between stock growth and trade. This makes these vehicles (which operate in the most liquid of the private capital markets) similar to REITs. Once again this lines up with our hypothesis, as the capital market in which these funds operate is relatively the most competitive for private funds, this market is still far less competitive than the REIT market.
The fact that there is little difference between Core-and Non-Core funds which have the same type of capital market further highlights the strength of this association.
The fourth section of Panel C presents results for Separate Accounts. For this group of managers, we find an insignificant coefficient with a negative point estimate for forward returns. On the other hand, we find a significantly positive coefficient for previous stock growth. This illustrates stock chasing by this group of managers, with no association between trades and future returns. The fifth section, for Closed-Ended funds shows an even bleaker picture for this group of managers. For these managers we also find a significant positive association between past stock growth and trades, with a significantly negative association between trades and future returns. These results would be consistent with a tendency for these managers to buy into markets at the end of a boom, when stock is plentiful, but future returns are low, as a downturn is on hand.
Overall these results show a continuum of quality of managerial investment decisions that 
Conclusion
In the same way in which a competitive product market is thought to lead to superior products, a competitive capital market should incentivize portfolio managers to make better investment decisions. In this paper we examine the association between capital-market 26 competitiveness and the quality of investment decisions made by managers. We use Commercial Property Portfolio Management as a natural laboratory for this: in this setting we have a set of managers who act in somewhat segmented capital markets of varying degrees of competitiveness, who pick investments from a common investment opportunity set.
We find that REITs, whose capital market is most competitive, show a statistical tendency to buy into outperforming submarkets and sell out of underperforming submarkets.
Open-Ended private funds also show such a tendency but to a lesser extent. Separate Accounts show trading that is statistically unrelated to outperformance, while Closed-Ended funds show a tendency to buy into underperforming markets. This performance continuum lines up with our continuum of capital-market competitiveness. When we investigate a hypothesis of stock chasing (i.e. buying into markets that have easy availability, rather than markets that will outperform) we find that here too the evidence lines up with our continuum of capital-market competitiveness. REIT trades are not associated with past stock growth and positively associated with future performance; the same is true for Open-Ended This table shows distributional statistics for the returns to the bottom-decile submarkets and top-decile submarkets, by holdings and trades, for private institutions (NCREIF members). Decile sorts are undertaken at the end of each quarter t, and returns are reported for one year going forward (quarters t + 1 through t + 4) two years (quarters t + 1 through t + 8), three years, and four years. The table then reports distributions across the entire panel of quarters and submarkets. Further, below each set of distributional statistics, we report a t-statistic testing the null that the means of the two distributions are the same against the two-sided alternative. Positive t-statistics indicate that the mean for the top decile returns is greater than that for the bottom.
We also report a Kolmogorov-Smirnov test, testing the null that the two distributions are the same, against the alternative indicated by the point estimate of the difference of means. The Positive Alternative states that the CDF of the top-decile returns lies above that of the CDF for the bottom-decile returns, which means that the overall distribution of top decile returns is less than that of bottom decile returns. This table shows distributional statistics for the returns to the bottom-decile submarkets and top-decile submarkets, by holdings and trades, for REITs. Decile sorts are undertaken at the end of each quarter t, and returns are reported for one year going forward (quarters t + 1 through t + 4) or two years (quarters t + 1 through t + 8), three years, and four years. The table then reports distributions across the entire panel of quarters and submarkets. Further, below each set of distributional statistics, we report a t-statistic testing the null that the means of the two distributions are the same against the two-sided alternative.
Positive t-statistics indicate that the mean for the top decile returns is greater than that for the bottom. We also report a undertaken at the end of each quarter t, in this case for the preceding year (quarters t − 3 through t). For fractional holdings, we sort on the one-year moving average, while for trades we sort on the one-year moving sum. Returns are reported for one year going forward (quarters t + 1 through t + 4) or two years (quarters t + 1 through t + 8), three years, and four years. The or future high returns. The dependent variable is trade for the year starting t and ending t + 1, while the independent variables are stock growth the previous year (t − 1 to t) and two-year returns, starting the year after the trade (from t + 1 to t + 3). 
